Executive Office of the President 
Council of Economic Advisers 
National Economic Council 




Simplifying Student Aid: 

The Case for an Easier, Faster, and More Accurate FAFSA 



September 2009 



Simplifying Student Aid: 

The Case for an Easier, Faster, and More Accurate FAFSA 

Executive Summary 

Each year, more than 16 million college students and their families complete the Free 
Application for Federal Student Aid (FAFSA). They spend hours answering needlessly 
complicated and intrusive questions that undermine the fundamental goal of student aid: to help 
more students attend and graduate from college. In this report the Council of Economic Advisers 
(CEA) and the National Economic Council (NEC) discuss the need to simplify the process of 
applying for federal student aid, describe President Obama's plan for simplification, and analyze 
the potential impact of such improvements on Pell grant recipients. 

The current aid application process is needlessly complicated, burdensome and difficult to 
verify. 

• The current FAFSA includes 153 questions and requires families to report detailed 
information about income and assets, much of which has little or no impact on student aid 
eligibility but is difficult to understand and pull together. 

• With more than one million students who likely qualify for aid failing to complete an 
application, it is clear that a central goal of student aid programs - ensuring that college is 
within the financial reach of all qualified students - is not being met. 

• The questions on assets and savings are complex and largely unverifiable, providing 
opportunities for gamesmanship. M oreover, their inclusion in the financial aid formula for 
some students can penalize families who have saved for postsecondary education expenses. 

The Obama Administration is taking three steps to make it easier for students to apply for 
aid and to make college more accessible: 

• The online application is being streamlined, with millions of students already using a shorter, 
simplified form; more improvements are on the way. 

• In January, some students and parents will be able to electronically retrieve their tax 
information from the Internal Revenue Service (IRS) and transfer it into the online FAFSA. 

• Congress is considering the Administration's proposal to simplify the eligibility formula. 
This would make it possible to remove 29 of the most difficult FAFSA questions regarding 
savings and income adjustments that are not available on tax returns. 

Together, these reforms will create an application that is simple to complete, requiring only 
easily obtainable personal information, and results in verifiable eligibility determinations. 




President Obama is also seeking historic investments in student aid, including over $115 billion 
in Pell grants over the next 10 years. 1 Virtually all students eligible for Pell grants - 99 percent - 
would receive larger Pell grants under his proposals. The President's plan to reform the federal 
financial aid application will help millions more students benefitfrom these investments. 



1 Executive Office of the President. Office of M anagement and B udget (2009). 



I. 



Introduction 



Each year, the federal government makes a large investment in college affordability. In fiscal 
year 2009, this investment includes $25 billion in Pell grant scholarships and $87 billion in 
student loans that are helping over 13 million students to attend a four-year college, university, 
community college, or trade school, and the President's 2010 budget calls for a 12 percent 
increase in these programs. 2 Without financial aid, many of these students would not be able to 
attend a postsecondary institution and complete a degree or certificate. Academic research 
confirms the importance of financial aid. For example, economist Susan Dynarski estimates that 
a $1,000 decrease in the net price of college (through, for example, a $1,000 increase in grant 
aid) increases the probability of attending college by 4 percentage points and increases the 
number of years of college completed by about 0.2 years. 3 

Despite the existence of student aid, college remains an elusive opportunity for many. While 
nearly 80 percent of high-income students attend college immediately after high school, only 
about 63 percent of middle-income students and 55 percent of low-income students do so. 4 
Low-income students also have lower college completion rates: approximately 46 out of 100 
high-income high school graduates will obtain a postsecondary degree or certificate, compared to 
only 23 out of 100 low-income high school graduates. 5 While finances are not the only 
hindrance, they are important as these disparities by family income are not fully explained by 
differences in students' college preparedness. 6 Despite significant strides in expanding access to 
education, many young people's educational opportunities are still curtailed by their financial 
circumstances. 

If the U.S. is to remain economically competitive in the 21 st century, it is critical that we reverse 
the stagnating levels of educational attainment observed over the past 30 years. The U.S. has 
slipped behind other countries in terms of postsecondary attainment and, partly as a result, has 
seen growing levels of income inequality. 7 To achieve the goal of leading the world in college 
completion by 2020, President Obama has proposed a historic expansion of Pell grants and 
higher education tax credits, as well as reforms to the guaranteed and Perkins student loan 
programs. However, these expansions in federal financial aid will only be effective if 
individuals know they are available and are not discouraged from applying for them. Thus, a key 
component of the Administration's college opportunity agenda is to reform the student aid need 
analysis formula and thereby simplify the FAFSA. 



2 U.S. Department of Education (2009b). 

3 Dynarski (2003). 

4 U.S. Department of Education (2009d). 

5 U.S. Department of Education estimates. 

6 See, e.g., E II wood and Kane (2000). 

7 Goldin and Katz (2008). 




This report reviews the evidence that the current federal student aid application hinders 
postsecondary educational attainment, particularly among low-income students. It also presents 
the Obama Administration's three-part strategy for significantly simplifying this process. First, 
applicants are already benefitting from improvements in the online FAF5A, with more 
streamlining to come in J anuary 2010. Second, the Administration is in the process of allowing 
applicants to access data they have provided to the IRS and electronically transfer them to the 
Department of Education. Finally, Congress is considering legislation to eliminate most 
questions about savings and income adjustments that are not available from the IRS, further 
reducing the time required to complete the form while also improving the accuracy and 
verifiability of the information. An analysis of data on financial aid applicants suggests that 
these changes would have a very small impact on student aid eligibility and the amount of aid 
granted. This finding suggests that the proposed simplification of the financial aid application 
will help increase college enrollment by making college more affordable for millions of eligible 
students. 



II. The Costsof Complexity: What's Wrong with the Current FAFSA 
An Unnecessary Chore for 16 Million Students a Y ear 

For more than 16 million students a year, applying for financial aid is a critical step toward a 
postsecondary education. Average public two-year college tuition and fees are over $2,400. For 
four-year colleges and universities, tuition and fees average $6,600 at public institutions (for in- 
state students) and over $25,100 at private ones. Books, transportation, and living expenses add 
thousands of dollars more to college costs. 8 

All federal aid applicants must submit the FAFSA. The form is six pages long and has 153 
questions, requiring detailed information about a family's financial circumstances. Students and 
their families must answer questions about last year's income, payments made to tax-deferred 
pension and savings plans, investments and real estate, IRA deductions and untaxed 
distributions, untaxed portions of pensions, and other forms of income. All of these questions 
make the FAFSA longer and more complex than most tax forms. For comparison, the 1040EZ 
tax form is one page and asks just 37 questions and the 1040A is two pages with 83 questions. 

The detailed financial questions are intended to target federal student aid to those most in need. 
However, research suggests that the financial detail and associated complexity yield only 
minimal improvements in targeting while requiring a great deal of time and effort for applicants, 



8 College Board (2008b). 
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